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FINNISH KEY ECONOMIC INDICATORS 


All values in U.S. $ million Sources: Central Statistical Office, Ministry 

and represent period averages of Finance, Bank of Finland, Board of Customs, 

unless otherwise indicated. and Economic Research Institute of Commerce 
and Industry (ETLA). 





Exchange rates: U.S. $1.00 = 

FMK 4.029 in 1977 and US $1.00 = 

FMK 4.117 in 1978, average sel- 

ling rates. US $1.00 - FMK 4.00, 

estimated rate for 1979. % Change 


Projected 


1) 1979 





INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 30,189 
GDP at Constant 1964 Prices 9,773 
Per Capita GDP, Current Prices 6,370 
Plant & Equipment Investment 4,740 
Personal Income (Disposable 

Income of Private Households) a7 292 
Indices: 

Industrial Production (1970=100) 127 

Avg. Industrial Wage (Hourly 

for Male) 3.97 

Labor Force (000's) 2,248 
Avg. Unemployment Rate (%) 6.1 


MONEY AND PRICES 
Money Supply, M2 135051 
Interest Rates (Bank of Finland) 8-1/4 
Indices: 
Wholesale Price (1949=100) 692 
Consumer Price (1977=100) 100.0 
Retail Sales (1972=100) 143 


BALANCE OF PAYMENTS AND TRADE 
Gold & For. Exch. Reserves 
(Bank of Finland) 925 1,350 
External Public Debt 1,788 2,450 
Annual Debt Service 
(Public & Private) 18.2 ‘ 16.0 
Balance of Payments») 1,126 875 
Balance of Trade 701 450 
Exports, FOB 8.552 ; 9,950 
US Share p 3.9 4.2 
Imports, CIF 7,851 : 9,520 
US Share 3 D0 . es 


Main Imports from US in 1978: Office machines (mainly ADP equipment) $46.17 million; 
aircraft and parts $28.82 million; general industrial machinery $25.04; oil seeds 
$24.10; printing and bookbinding machinery $15.36; scientific instruments $15.24; 
fresh, dried and preserved fruit $15.11; photographic and cinematographic apparatus 


and supplies $14.61; picture tubes, diodes, transistors, etc., $13.91; motor vehicles 
chassis, parts and supplies $13.49 
I) Percentage changes are based on FMK value. 2)Discount rate of the Bank of Finland 


was lowered to 7-1/4 percent on May 1, 1978. 3) Basic Balance. 





SUMMARY 


The outlook for the highly cyclical Finnish economy is improving rapidly. After 

virtually no growth in 1975-1977 and a 2.5 percent increase in 1978, the most re- 
cent forecasts project a growth in gross domestic product for 1979 of 4.5 to 5.5 

percent. This would place Finland once again among the OECD growth leaders. 


The recovery is led by the sharp improvement in forest industry export earnings 
that began last year. With the low level of the domestic economy last year 
dampening import demand, there was a record trade surplus of nearly FMK 3 billion 
(.7 billion).* A sizeable surplus is expected again this year, although it 

will be reduced by a pickup in demand for both investment and consumer goods 

as the recovery spreads throughout the economy. Despite increasing liquidity 

in domestic money markets, the Government will again have to cover a major share 
of the estimated budget deficit of FMK 6 billion ($1.5 billion) by foreign 
borrowing and increasing foreign exchange reserves further. 


Improved profitability, increased capacity utilization, tax reliefs and eased 
monetary conditions will stimulate the lagging recovery of private investment 
from current low levels. With persistently high unemployment -- 7.5 percent 
in 1978 -- beginning to decline and disposable income rising, private consump- 
tion is expected to climb 3.5 percent this year. 


Fiscal policy under the new left-center Government will continue to support growth 
in aggregate consumption to combat unemployment, with the Bank of Finland follow- 
ing an accommodating monetary policy.. Government expenditures are expected to 
rise 16.5 percent, a larger increase than in 1978. Growing output and demand 

will boost public revenue, however, slowing down the borrowing requirement. The 
gross tax rate remains roughly at the 1978 level. 


Inflation will become a growing policy concern in the coming months. It 
moderated in 1978, as the consumer price index rose 7.6 percent. However, wage 
increases already negotiated and rising energy and raw materials costs are 
likety to push the CPI up around 9 percent this year. The CPI rose at an annual 
rate of 8.2 percent over the December-May period. 


The Bank of Finland started collecting cash reserve deposits from banks on May 1 
in order to restrain the continuing relaxation of monetary markets and strengthen 
its monetary policy controls. Additional measures do not seem required at this 
time, but the risk of resurgence of cost pressures as the current business cycle 
matures is already the major medium-term policy concern. 


The economic upturn, revival of industrial investments, and the elimination 

of cash payment requirements that affected 18 percent of imports from the United 
States are paving the way for growing U.S. sales. Foreign and domestic orders 
by Finnish industry have increased sales prospects for U.S. components and OEM 
supplies. In the months ahead the Finnish market will be more receptive to 
advanced production equipment and technology in the electronics, pulp and paper, 
and metalworking fields. Well aimed sales efforts in the food processing and 
consumer products fields should also get good results. 


*Rate of Exchange: U.S. $1.00 = FMK 4.117, average selling rate in 1978. 





CURRENT ECONOMIC SITUATION AND TRENDS 





Production and Investment 


As in previous business cycles, Finland's economic recovery is being led by 
exports, which account for a quarter of gross domestic product (GDP). Last year 
exports grew 7 percent in volume, and GDP rose 2.5 percent in real terms. Despite 
the Government's economic revival measures, domestic demand declined more, and 
private investment remained slack. The volume of industrial production rose 

only about 3 percent. 


The recovery is spreading through the economy, and activity is picking up faster 
than was expected at the turn of the year. The Ministry of Finance estimates 
that industrial production will increase about 6 percent this year, but in the 
January-April period, it was up 7 percent over the previous year. It has risen 
in the forest, metal and engineering, and textile and clothing industries, and 
further improvement is expected. The outlook remains guarded in the construction, 
foodstuffs, and chemicals industries. 


In the forest industry, which accounts for over 40 percent of exports, new orders 
are running above average as customers replaced inventories drawn down during 

the recent recession. The paper industry is running at almost full capacity. 
Demand for the better grades of printing papers, particularly from the United 
States for certain higher qualities of uncoated papers, exceeds current production 
levels. Pulp supply and demand are in balance, and prices have recovered 
somewhat. Sawmills have contracts for their total 1979 production. 


Contraction of metal and engineering output ended in late 1978. A gain of about 

3 percent is expected this year, reflecting a larger volume of orders by domestic, 
Western European and North American industries, especially for paper and board- 
making machinery. Yet metal industry exports to Eastern Europe will contract 
this year as major deliveries to the Soviet Union taper off toward the end of 

the current 5-year trade agreement. 


The previous Government's measures to support employment and maintain the level 
of domestic economic activity included steps to encourage investment. Last 

year the temporary exemption of new industrial buildings from turnover taxation 
was extended twice, and was in effect until the end of June 1979 for projects 
completed by September 30. The turnover tax on industrial machinery and equipment 
ordered before mid-1979 was reduced 50 percent. Parliament is expected to 

extend both exemptions for 6 months. 


Despite these steps and eased access to credit, private fixed investment contracted 
5.7 percent in 1978, the third successive year of decline. Below-capacity utiliza- 
tion of production facilities, low profitability and heavy corporate debt were re- 
sponsible. Public sector investment increased 1.4 percent with increases in pro- 
jects in water pollution control, energy, residential housing, health centers, 
hospitals, basic schools, and libraries. 


Private investment is now beginning to pick upin the forest industry and is likely 
to increase close to 50 percent over 1978, but will recover only slightly this 
year in the metal and engineering sector. Profits should improve this year but 
firms' heavy debt and lingering uncertainties about the outlook in some markets 
discourage major investment. Earnings will be devoted largely to replacing and 
modernizing machinery and equipment,-replenishing stocks, and strengthening 
Finnish firms' undercapitalized financial structures. 





Prices, Income and Employment 


After 3 years of double-digit inflation, the growth in consumer prices last year 
moderated to 7.6 percent, slightly below the OECD average. Four developments 
restrained inflation. They were slack consumption demand, declining cost 
pressures owing to negotiation in February 1979 of moderate income arrangements 
involving modest wage increases, containment of wage drift and reductions in 
social security payments, and a commitment by commerce and industry to abstain 
from price increases. These developments offset the estimated impact of 3 
percent on the CPI of higher import prices, and the 2 percent impact of increased 
tax collections. However, inflationary pressures are increasing. Over the 
December-May period, the CPI rose at an annual rate of 8.2 percent, higher than 
Sweden and Norway. Toward the end of this year, higher world prices of crude 

oil and raw materials along with price increases for many finished goods, are 
expected to add to inflationary pressure from imports. Firms depending on imports 
are finding increasing difficulties in holding the line on prices. The growth 

in consumer prices this year is projected at 8-9 percent. 


The national incomes settlement of February 1979 raised wages and salaries 2.25 
percent, on top of a 1 percent general increase agreed upon earlier, An index 
clause was incorporated in individual collective bargaining agreements, raising 
wages and salaries an additional 1 percent next December, if in October, the 
price index has increased 7.6 percent over November 1978. Most observers do 

not share the optimism of the Ministry of Finance that this level will not be 
reached. The agreements also guarantee 1.5 percent earnings increases at the end 
of the current agreement period on March 1, 1980 to those workers who have not 
already benefited to that extent from wage drift. 


Pretax corporate profits should increase 15 percent this year, on top of a 
17.6 percent increase in 1978 after the severe contraction during the recent 
recession. Incomes from farming and timber felling will also rise. 


Real earnings, off .7 percent last year after a drop of 3.7 percent in 1977, 

are expected to rise 2 percent this year. Disposable real incomes of households 
rose last year by about 3 percent and are expected to climb 4 percent this year 
becausé of tax relief and transfer payments. 


Last year was probably the worst in the country's 6 decades of independence in 
terms of unemployment. Recovery of employment continues to lag behind the 
upswing in production which is concentrated in capital-intensive industries. 

The average number of unemployed in 1978 totaled about 169,000 or 7.5 percent 

of the total labor force, compared with 6.1 percent in 1977, and 4 percent in 
1976. In the first 4 months of 1979, the number of employed increased less than 
4 percent over the previous year, as growing demand for labor was met in part by 
reducing the number of people laid off or on short work weeks. The Ministry of 
Finance estimates taht average unemployment for the year will decline to 6.5 
percent. 


Foreign Trade Patterns 

It was exports that stimulated the emerging recovery in Finland last year. De- 
spite fairly slack demand in Finland's principal customer countries, exports 
rose about 7 percent in volume and 13.8 percent in value, with wide variations 
from sector to sector. The gain stemmed largely from the hefty increase in 
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Finnish forest industry deliveries. These were prompted by the replenishment 

of inventories, partial withdrawal of American and Canadian suppliers from the 
European markets, and improved competitiveness of Finnish products following 

three minor devaluations and the moderation of inflation. Although forest 
industry shipments rose last year by about 19 percent in value and 16 percent 

in volume, and from 41 percent of Finnish exports in 1977 to 43 percent, exports 
from the metal and engineering industries increased 17 percent in value but declined 
4 percent in volume and fell from 38 to 34 percent of Finland's exports. The 
value of machinery and equipment exports declined about 3 percent, while ship 
exports were up 16 percent because of the large deliveries in the second half 

of 1978. Basic metals exports increased more than 20 percent in value, reflecting 
increased steel deliveries. 


The volume of Finnish imports continued to decline in 1978 to 15 percent below 
the peak level of 1975. The low level of domestic economic activity has sharply 
cut demand for investment goods, whose share of Finnish imports has declined to 
15 percent. The price of crude oil imports rose only 3 percent, and with a 9 
percent decline in volume, their value fell to about 13 percent of total imports. 
The share of consumer goods imports remained about 15 percent of total imports. 
Due to the strong gain in export and slow pace of imports, Finland ran a trade 
surplus in 1978 of FMK 2.9 billion (about $700 million). This was the highest 
since 1951, the peak of the Korean boom. Over the 3-year period 1976-1978, 
Finland's trade balance improved almost FMK 7 billion despite deterioration in 
the terms of trade. 


Finland's principal customers in the first four months of 1979 were Sweden (15.6 
percent), the Soviet Union (15.0 percent), the United Kingdom (12.0 percent), 
West Germany (11.7 percent), Norway (5.5 percent), and the United States (3.9 
percent). Finland's main suppliers were: the Soviet Union (18.8 percent), 

Sweden (14.4 percent), West Germany (11.7 percent), the United Kingdom (9.2 
percent), and the United States (4.8 percent). Finland's exports to the EC 
increased slightly to 39.9 percent of total exports, and.recovering business 
activity in Sweden, currently Finland's leading overseas market, spurred a sharp 
recovery in exports to EFTA countries. The share of the Soviet Union and Eastern 
Europe declined. There were no significant shifts in the regional distribution 
of Finnish imports in 1978 and the first third of 1979. Lower oil imports re- 
duced slightly the shares of the OPEC and other developing countries, with which 
Finland runs a sizable trade surplus, and the share of the Soviet Union and Eastern 
Europe also declined. 


Demand for imports in Finland's major customer countries in 1979 is likely to in- 
crease slightly more rapidly than last year, with Finnish industries’ competitive- 
ness remaining on last year's improved level. The Ministry of Finance forecasts 
that growth in forest industry exports to the West--still strong through the first 
quarter of 1979--will level off, as will exports to the Soviet Union with ship- 
ments of machinery and equipment under the basic trade agreement (1976-1980) 
largely completed. There are fears in the Finnish forest industry that the pro- 
spective tailing off of growth in American pulp and paper markets will divert 
Canadian and U.S. producers to European markets. Rising energy costs, fluctua- 
tions in the dollar, in which most exports are priced, and concern about cost 
increases should the new Government revalue the Finnmark, also contribute to 
uncertainty in the forest industry's outlook. Deliveries of metal and engineering 
industries should pick up somewhat owing to the modest increase in investment 
likely in Finland's principal Western customer countries. Exports to Communist 
countries, on the other hand, will decline. This affects mainly the metal and 
engineering industries, whose exports will contract somewhat though their value 
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should gain about 7 percent over the 1978 level. Exports of textiles, clothing, 
and leather goods will increase, especially to Sweden, West Germany, and the 
United Kingdom. On the whole, Finnish exports this year are expected to gain 

5 to 6 percent in volume and about 12 percent in current prices. 


The volume of Finnish imports should increase this year for the first time since 
1974. Growth in output will raise imports of raw materials and production goods. 
Inventories, which contracted substantially during the past few years will be 
replenished. Imports of capital and consumer goods will also increase. It is 
anticipated that imports will increase this year by about 10 percent in volume and 
18 percent in volume. This is due to abolition in early 1979 of the Bank of 
Finland's cash payment requirement covering 18.4 percent of imports in 1978 and 

18 percent of imports from the United States, and the relaxation this summer of 
import licensing restrictions. 


Finland's trade surplus is likely to decline to about FMK 1.6 billion in 1979, and 
the current account surplus is projected at FMK 1.4 billion compared with nearly 
FMK 2.4 billion in 1978. The new Government anticipates that revising domestic 
demand will eventually impose pressure on Finland's highly cyclical balance of 
payments, restricting policy options. 


Trade and Foreign Exchange Policy 

As mentioned, the requirement established by the Bank of Finland in 1973 for 

full cash payment on about 70 percent of imports, intended to restrain the impact 
on domestic liquidity of the expansion of short-term credit from foreign suppliers, 
was reduced in coverage several times and totally abolished on March 1. Imports 
previously subject to the system may now be financed by normal short-term import 
credits. In addition, the maximum in foreign exchange residents are permitted 

to take out of the country without the Bank of Finland's permission was raised 
from the equivalent of FMK 3,000 to FMK 5,000 per person and per trip. Also 
latitude for discretion by commercial banks in selling foreign exchange for business 
trips was increased. 


The February 1978 devaluation by 8 percent succeeded, as the two devaluations in 
1977 had not, in restoring confidence in the Finnmaker, a currency of limited 
international use. Finland's international competitiveness improved as major 
foreign markets recovered, producing a trade surplus which, together with stepped 
up Governmental capital imports, led to a rapid accumulation of foreign exchange 
reserves. Last year convertible reserves rose by FMK 2.3 billion to FMK 3.8 bil- 
lion. Moreover, with foreign borrowings by firms down, net foreign debt has fallen 
from a peak of 22.5 percent in 1977 to perhaps 17.5 percent this year. 


The Finnmark declined 10.5 percent in 1978 against the currency index of the Bank 
of Finland, based on a "basket" of the major currencies used in Finland's foreign 
trade. The value of the Finnmark has remained quite stable after the last de- 
valuation. In early May,the Bank of Finland in effect révalued the Finnmark 0.9 
percent, a sign of confidence in the recovered international competitiveness of 
Finnish export industries. In forward markets the Finnmark is now slightly 
stronger than the dollar. 


Fiscal and Monetary Policy 

The strong economic recovery, exceeding projections last year and again this year, 
has been facilitated by the previous left-center Sorsa Government's success in 
supporting domestic demand while curbing cost pressures. The previous Government 





implemented a series of economic programs involving mainly temporary cuts in cor- 
porate and personal taxes and social payments, government borrowing channeled to 
finance state-owned industries, firms, investment, and youth unemployment relief. 


The new left of center Koivisto Government has stated it intends to pursue policies 
along similar lines. However, with economic recovery spreading throughout the 
economy, the main policy concern is likely to shift from generating employment to 
curbing inflation. Increases in early June in the retail prices of gasoline, heating 
oil, and other petroleum products will drive up the consumer price index about 1 
percent. The Government is considering an anti-inflationary package which could 
include a modest revaluation of the Finnmark, changes in timber taxation, and 
placement of firm's export earnings accruing from sharply rising prices in interest- 
bearing deposits for up to 18 months, which would mitigate the impact of cyclical 
fluctuations. Part of the package would be the continuation of the temporary 
reduction in turnover taxation on new industrial plant and equipment to stimulate 
investment and construction. 


With tax revenues up only 3 percent last year, which was a fall in real terms, the 
Government ran a deficit of about FMK 5 billion, covered by stepped up long-term 
borrowing. The Government's borrowing requirements this year are estimated at 

FMK 6 billion. The level of public debt is not particularly high, but it has 

risen rapidly and the average period of redemption is not long. Considerable 
amounts will have to be repayed or rolled over in 1982 and 1983. This could 

create difficulties in a period of tight international financial markets. It 

also underlines the concern of Government economic officials that continued deficit 
financing could eventually limit financing for expansionary policies should 
recession occur. 

Monetary policy remains accommodating, but the Bank of Finland has taken steps 
recently to absorb excess liquidity as well as strengthen its monetary instruments. 
The strong current account surplus of FMK 2.4 billion last year and net long-term 
capital imports of FMK 2.3 billion due to stepped up Government borrowing have 
strengthened official reserves and eased domestic liquidity. Commercial banks 
have sharply reduced their indebtedness to the Bank of Finland. 


The Bank of Finland has twice in 1978 and again on April 1, 1979, lowered credit 
quotas of the commercial banks, above which penalty rates are imposed. With a 
current account surplus and net imports of long-term capital expected again this 
year, commercial banks' central bank debt will again decline, reducing the effec- 
tiveness of quotas in controlling liquidity. 


Accordingly, for the fourth time in the past quarter-century, the Bank of Finland 
has concluded with deposit banks arrangements requiring the banks to hold interest- 
bearing cash reserve deposits with the central bank. The ceiling on reserves is 
five percent of deposits or about FMK 2.5 billion at present, but only 0.2 percent 
of deposits on FMK 100 million has been required at the outset. The cash reserves 
system does not signal a change in the Bank's current policy aiming at maintaining 
easy but orderly financial conditions. Greater reliance on the cash reserve sys- 
tem and the expanding call money market should give the Bank more flexibility and 
more control in managing credit conditions. 





IMPLICATIONS FOR THE UNITED STATES 


The rebound in U.S. exports to Finland, more evident in the fourth quarter of 1978, 
were strengthened further in the first quarter of 1979. Finnish imports from the 
United States, which had declined almost 20 percent in 1976-1977, registered a 
13.2 percent gain in 1978. This growth accelerated further in the first 3 months 
of this year when purchases from the United States were valued at approximately 
$124 million, up 33 percent over the same period 1 year earlier. In 1978 imports 
from the United States were largely ADP equipment, office machinery and equipment, 
aircraft and parts, motor vehicles, scientific and photographic instruments, and 
agricultural products led by unmanufactured tobacco. Finnish exports to the 
United States showed only a modest 1.3 percent increase in 1978. In the first 
quarter of this year, however, Finnish sales jumped 25 percent in current Finnmark 
prices and were valued at approximately $112 million. Finnish sales consisted 
mainly of printing and writing paper, steel plate and sheet, cheese, cellulosic 
pulp, clothing and footwear, chemicals and raw furs. 


This increasing tempo of economic activity has had a positive effect on the invest- 
ment climate. Capital outlays by Finland's 200 largest companies, which account 
for about 80 percent of corporate investment, fell 18 percent in 1978. This year 
the investment curve will be sharply upward. Outlays for plant and equipment 

are projected to increase by 15 percent. Projections for 1980 are more conser- 
vative, ranging from a few percentage points to as high as a 10 percent increase 
over 1979 levels. Most investment currently projected in 1980 will be directed 

to upgrading and modernizing existing facilities, with expansion and diversification 
projects less significant. This prognosis, however, seems pessimistic viewed 
against larger order books and the intensive product development efforts and 
excellent export sales seen throughout the industry. 


The rebounding economy, growth in investments and a favorable exchange rate be- 
tween the U.S. dollar and the Finnish mark translate into sales opportunities 
for U.S. suppliers. Among products with the best sales prospects in the year 
ahead are production process control equipment and instrumentation, office 
equipment/computers and peripherals, electronic industry production and test 
equipment and electronic components. The Finnish electronics industry is again 
growing, and a leading Finnish firm intends to establish a buying office on the 
U.S. West Coast in an effort to overcome supply delays and keep abreast of U.S. 
technology. In addition,the sharp increase in orders for Finnish pulp and paper 
machinery should step up sales of thermomechanical and other pulp grinding and 
processing assemblies as well as anti-pollution devices and instrumentation, water 
treatment systems and OEM supplies in general. Growing interest has also been 
observed in machine tools, metalworking and finishing equipment and food proces- 
sing and packaging equipment. 


The total abandonment of the cash payment requirements of the Bank of Finland 
should also stimulate demand for U.S. goods. Goods previously subject to the 
system may now be financed by normal short-term credit. U.S. suppliers of high 
fidelity equipment, tires, outboard motors, hand tools, and a broad range of 
canned and processed foods should now find the Finnish market more attractive. 
Further liberalization of import restrictions is in prospect. 





Over the last year,the U.S. Embassy in Helsinki has cooperated with local dealers 
with U.S. product lines to mount product demonstrations and sales seminars. U.S. 
firms contemplating entering the Finnish market as well as those with established 
representation are encouraged to contact the Commercial unit of the Embassy and’ 

explore possibilities for a cooperative promotion effort. 
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